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Statement of the Board Chair and CEO

June 2014

On behalf of the Board and the staff of the Farm Credit Administration, I present the 2013 Annual Report on
the Farm Credit System (FCS or System). I am pleased to report the System’s overall condition and performance
remained sound in 2013, and the System is well-positioned to withstand current and future challenges.

This document also contains our annual report on the System’s service to young, beginning, and small (YBS) farmers
and ranchers. At FCA we recognize that lending to YBS farmers and ranchers helps secure the future of U.S. agri-
culture, and we do all we can to ensure the System fulfills its responsibilities to this important segment of the farm
economy.

Condition of the Farm Economy

Despite the challenges presented by weather, price volatility, and the global economy, U.S. agriculture as a whole
remains in good financial condition. Based on USDA data, net cash income for the farm sector in 2013 was $130.1
billion, down about 3.0 percent from 2012. Crop receipts declined 3.3 percent, but livestock receipts were up by 6.2
percent, bringing much-needed relief to this sector.

While the farm economy remains healthy, farm sector net cash income is expected to be down in 2014. Lower grain
prices have helped boost profitability in the protein and dairy sectors, but crop producers face tighter margins.

Because of lower crop prices, the market for farmland has also cooled, particularly in the Midwest. Other concerns
include persistent drought in California and the spread of the porcine epidemic diarrhea virus in the hog sector.

Financial Condition of the FCS

The System’s financial results continue to be strong. The System’s net income was $4.64 billion in 2013, up 12.7
percent from 2012. The increase in System earnings was driven largely by lower provisions for loan losses and, to a
lesser extent, higher net interest income.

Credit quality of System loans remained strong in 2013. As of December 31, 2013, nonperforming loans amounted to
$2.0 billion, or 1.01 percent of gross loans, down from $2.6 billion, or 1.36 percent, at year-end 2012.

During 2013, the System continued to experience reliable access to the debt capital markets, and investor demand
for all System debt security products was strong. Total Systemwide debt increased by 4.8 percent, compared with 7.1
percent in 2012.

Overall, the System remained financially sound, and weaker institutions continued to strengthen. For the first time
since 2007, no institution in the System received a Financial Institution Rating System rating lower than 3.

Young, Beginning and Small Farmer Lending

Along with a slight decline in overall new farm lending, the dollar volume of new loans to YBS farmers also
declined in 2013. The dollar volume to small farmers decreased the most, representing a 13.3 percent drop from
2012. One of the main reasons for this decline is the growth in farm incomes since the mid-2000s. As a result of ris-
ing prices and gross incomes, more farms now have gross farm sales in excess of $250,000, and therefore, no longer
qualify as small farms.

The dollar volume of new loans made to young farmers declined by 6.0 percent, and the dollar volume to begin-
ning farmers fell by 4.2 percent from 2012 to 2013. On the other hand, the number of new loans made to young and
beginning farmers in 2013 increased by 2.3 percent and 5.0 percent, respectively.

Because of a decline in repayments, the number and dollar volume of loans outstanding increased in all three YBS
categories. The dollar volume increased by 3.5 percent to beginning farmers, 3.0 percent to young farmers, and 1.8
percent to small farmers.
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FCA’s Supervision and Oversight of the System

As the arm’s-length regulator of the System, we examine System institutions for their safety and soundness and their
compliance with laws and regulations, providing heightened oversight of institutions with higher risk. We evaluate
risks that can affect an institution, a group of institutions, and the System as a whole. In addition to the areas nor-
mally considered, our examiners are currently emphasizing the following areas:

® Business Planning and Diversity and Inclusion. Through examinations, we focus on the compliance of System
institutions with FCA regulation 618.8440, which requires them to develop human capital and marketing plans
that promote diversity and inclusion.

®  Underwriting in Volatile Times. Volatility in the agricultural industry may increase borrower stress over the next
several years. We are emphasizing the need for proactive underwriting standards and practices that can safe-
guard FCS institutions.

* Board Governance. Because of fast-changing business conditions and the growing complexity of financial institu-
tions, effective board governance is critical to the success of System institutions. Our examiners are focusing on
board committees, governance assessments, and the committees of stockholders that nominate individuals for
board positions.

e Standards of Conduct. Our examiners evaluate institutions” policies, processes, and disclosures to ensure the
effectiveness of their programs on standards of conduct.

Condition of Farmer Mac

The Federal Agricultural Mortgage Corporation (Farmer Mac) remained safe and sound throughout 2013. On Decem-
ber 31, Farmer Mac’s net worth was $574.5 million, compared with $593.0 million a year earlier, and Farmer Mac was
in compliance with all statutory and regulatory minimum capital requirements. It reported net income available to
common stockholders of $71.8 million for the year ended December 31, 2013, up from the $43.9 million reported at
year-end 2012. Farmer Mac’s asset quality also improved from 2012 to 2013.

Major Regulatory Actions

In June 2013, we issued a revised liquidity regulation requiring banks to maintain three levels of liquidity. It also
requires each bank to maintain a supplemental liquidity buffer to provide a stable source of funding beyond the
90-day liquidity reserve. The rule helps ensure that Farm Credit banks keep enough liquidity to continue operating if
their access to the capital markets is interrupted.

In addition, FCA staff worked throughout 2013 and into 2014 on extensive revisions to the agency’s capital regula-
tions. The proposed rule, which the Board adopted in May 2014, would modernize our capital requirements while
ensuring that System institutions continue to hold enough regulatory capital to fulfill their mission. It would ensure
that the System’s capital requirements are appropriate for the System’s cooperative structure and comparable to the
Basel III framework and the standardized approach that the federal banking regulatory agencies have adopted.

Oversight of FCA

The FCA Office of Inspector General oversees FCA by conducting and supervising audits and investigations related
to our programs and operations. As an agent of positive change, the FCA Office of Inspector General encourages
integrity and promotes economy, efficiency, and effectiveness within FCA.

FCA’s Commitment

American agriculture is critical to meeting the food demands of this nation and this world. And the Farm Credit Sys-
tem, which accounts for more than 40 percent of the nation’s farm business debt, is a critical source of financing for
America’s farmers and ranchers. As the regulator of the FCS and Farmer Mac, we are committed to helping maintain
this source for generations to come.

Sincerely,

Jill Long Thompson



The Farm Credit Administration ensures
a safe, sound, and dependable source
of credit and related services
for all creditworthy and eligible persons
in agriculture and rural America.
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Farm Credit Administration

Overview and Mission

The Farm Credit Administration is
an independent agency in the Execu-
tive branch of the U.S. Government.
We are responsible for regulating and
supervising the Farm Credit System
(its banks, associations, and related
entities) and the Federal Agricultural
Mortgage Corporation (Farmer Mac).

The System is a nationwide network
of borrower-owned financial institu-
tions that provide credit to farmers,
ranchers, residents of rural commu-
nities, agricultural and rural utility
cooperatives, and other eligible bor-
rowers.

FCA derives its powers and authori-
ties from the Farm Credit Act of
1971, as amended (12 U.S.C. 2001-
2279cc). The U.S. Senate Committee
on Agriculture, Nutrition, and For-
estry and the U.S. House of Repre-
sentatives Committee on Agriculture
oversee FCA and the FCS.

FCA is responsible for ensuring that
the System remains a dependable
source of credit for agriculture and
rural America. We do this in two
specific ways:

* We ensure that System institu-
tions, including Farmer Mac,
operate safely and soundly and
comply with applicable laws and
regulations. Our examinations

and oversight strategies focus on
an institution’s financial condi-
tion and any material existing

or potential risk, as well as on
the ability of its board of direc-
tors and management to direct
its operations. We examine each
institution’s compliance with
laws and regulations to serve eli-
gible borrowers, including young,
beginning, and small farmers and
ranchers. If a System institution
violates a law or regulation or
operates in an unsafe or unsound
manner, we use our supervisory
and enforcement authorities to
bring about appropriate correc-
tive action.

We issue policies and regulations
governing how System institu-
tions conduct their business and
interact with customers. These
policies and regulations focus

on protecting System safety

and soundness; implementing
the Farm Credit Act; providing
minimum requirements for lend-
ing, related services, investments,
capital, and mission; and ensur-
ing adequate financial disclosure
and governance. We also approve
corporate charter changes, System
debt issuances, and other finan-
cial and operational matters.

Our headquarters and one field office
are in McLean, Virginia. We also
have field offices in Bloomington,

Minnesota; Dallas, Texas; Denver,
Colorado; and Sacramento, Califor-
nia.

FCA does not receive a Federal
appropriation. We maintain a revolv-
ing fund financed primarily by
assessments from the institutions we
regulate. Other sources of income

for the revolving fund are interest
earned on investments with the U.S.
Treasury and reimbursements for ser-
vices we provide to Federal agencies
and others.

The Board

FCA policy, regulatory agenda, and
supervisory and examination activi-
ties are established by a full-time,
three-person Board whose members
are appointed by the President of
the United States with the advice
and consent of the Senate. Board
members serve a six-year term and
may remain on the Board until a
successor is appointed. The President
designates one member as Chair-
man of the Board, who serves in that
capacity until the end of his or her
own term. The Chairman also serves
as our Chief Executive Officer.

FCA Board members also serve as
the board of directors for the Farm
Credit System Insurance Corporation.




Jill Long Thompson

Board Chair and CEO

Jill Long Thompson is Chair of the
Board and CEO of the Farm Credit
Administration. Dr. Long Thompson
was appointed to the FCA Board by
President Barack Obama in March
2010 and was designated Chair and
CEO on November 27, 2012.

Long Thompson also serves as a
member of the Board of Directors of
the Farm Credit System Insurance
Corporation, which is responsible
for ensuring the timely payment of
principal and interest on obligations
issued on behalf of Farm Credit Sys-
tem banks.

As head of FCA, Long Thompson
also oversees the Agency’s ethics
program. Her goal is to ensure that
the Agency adheres to the highest
ethical standards in carrying out its
mission as the arm’s-length regulator
of the Farm Credit System. For more
information, see “Ethics and Arm’s-
Length Role” on the FCA website at
www.fca.gov.

Long Thompson is also a strong
advocate for diversity and inclusion.
In 2012, the FCA Board adopted a
diversity and inclusion regulation

to encourage System institutions to
reach out to all eligible, creditworthy
producers in their lending territories,
including members of underserved
groups such as women and minori-
ties. Under her leadership as Board
Chair, the Agency has emphasized
compliance with this rule.

In addition, during her term as
Board Chair, the FCA Board issued a
policy statement on its commitment
to equal employment opportunity
and diversity. Through leadership
training programs and monthly
presentations on a host of diversity-
related issues, she has stressed the
importance of diversity and inclusion
among FCA staff.

Long Thompson has many years of
leadership experience. From 1989

to 1995, she represented northeast
Indiana as a Member of the U.S.
House of Representatives, serving on
the Committee on Agriculture, the
Committee on Veterans” Affairs, and
the Select Committee on Hunger.
She also served as Chair of the Rural
Caucus.

Long Thompson has been dedicated
to integrity in Government for many
years. As a member of the U.S.
House of Representatives, she intro-
duced one of the nation’s first pieces
of legislation banning members of
Congress from accepting gifts; this
legislation also expanded disclosure
requirements for lobbying activities.

From 1995 to 2001, she served as
Under Secretary for Rural Devel-
opment in the U.S. Department of
Agriculture, where she oversaw an
annual budget of $10 billion and
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three agencies comprising 7,000
employees. In this position, she man-
aged programs that provide services
to the underserved areas of rural
America.

In addition, Long Thompson served
as chief executive officer and senior
fellow at the National Center for
Food and Agricultural Policy, a non-
profit research and policy organiza-
tion in Washington, D.C.

The first and only woman nominated
by a major party to run for Governor
of Indiana, Long Thompson is also
the first and only Hoosier woman

to be nominated by a major party to
run for the U.S. Senate.

Long Thompson also has many years
of experience as an educator, having
taught at Indiana University, Val-
paraiso University, and Manchester
College. She is also a former fellow
at the Institute of Politics at Har-
vard University’s John F. Kennedy
School of Government. She holds an
M.B.A. and Ph.D. in Business from
the Kelley School of Business at
Indiana University and a B.S. in Busi-
ness Administration from Valparaiso
University.

Long Thompson grew up on a fam-
ily farm outside of Larwill, Indiana;
today she resides with her husband,
Don Thompson, on a farm near
Argos, Indiana.

Although Long Thompson’s FCA
Board term expired on May 21, 2014,
she continues to serve as Board Chair
and CEO until the President appoints
a new Board Chair and CEO. She
may continue to serve as a member
of the Board until a new member is
appointed by the President and con-
firmed by the Senate.



Kenneth A. Spearman

Board Member

Kenneth A. Spearman was appointed
to the FCA Board by President
Barack Obama on October 12, 2009.
He was appointed to the balance of
Dallas Tonsager’s term and reap-
pointed to a full six-year term that
expires on May 21, 2016.

Mr. Spearman also serves as Chair-
man of the Board of Directors of
the Farm Credit System Insurance
Corporation, which is responsible
for ensuring the timely payment of
principal and interest on obligations
issued on behalf of Farm Credit Sys-
tem banks.

Mr. Spearman brings to his posi-
tion on the FCA Board many years
of experience in finance, agriculture,
and agricultural cooperatives. He
spent 28 years in the citrus industry.

From 1980 to 1991, he was control-
ler of Citrus Central, a $100 million
cooperative in Orlando, Florida,

where he was responsible for finan-
cial management and reporting and
the supervision of staff accountants.

He later served as director of internal
audit for Florida’s Natural Growers,
where he designed and implemented
the annual plan for reviewing and
appraising the soundness, adequacy,
and application of accounting, finan-
cial, and other operating internal
controls.

From January 2006 until his appoint-
ment to the FCA Board, Mr. Spear-
man served as an independently
appointed outside director on the
AgFirst Farm Credit Bank board in
Columbia, South Carolina. During his
tenure, he served on the board com-
pensation committee and the board
governance committee.

Before entering agriculture in central
Florida, Mr. Spearman served with
the U.S. Army and is a Vietnam vet-
eran. He later was employed by the
public accounting firm Arthur Ander-

sen & Co. and was involved with the
development of a public accounting
firm in Chicago, Illinois. He served
as chairman of the board of trustees
for the Lake Wales Medical Center.
He is a member of the Institute of
Internal Auditors, as well as the
National Society of Accountants for
Cooperatives, for which he served a
term as national president.

He obtained his master’s degree in
business administration from Gover-
nors State University in University
Park, Illinois, and his B.S. in account-
ing from Indiana University. He also
attended Harvard Kennedy School
Executive Education, where he com-
pleted a program with a concentra-
tion in Government Agency Strategic
Planning.

Mr. Spearman and his wife, Maria,
of Winter Haven, Florida, have three
children—twin daughters, Michelle
Springs and Rochelle Puccia, and a
son, Dr. Kenneth Spearman.




Leland A. “Lee” Strom

Board Member

Leland A. Strom was appointed

to the Farm Credit Administration
Board by President George W. Bush
on December 12, 2006. He served as
Chairman and CEO from May 22,
2008, until the designation of his
successor on November 27, 2012.
His statutory term expired on Octo-
ber 13, 2012; however, he continues
to serve as a member of the Board
until a successor is nominated by the
President and confirmed by the U.S.
Senate.

Mr. Strom also serves as a member
of the board of directors of the Farm
Credit System Insurance Corpora-
tion (FCSIC), which is responsible
for ensuring the timely payment of
principal and interest on obligations
issued on behalf of Farm Credit Sys-

tem banks. Before being named FCA
Chairman and CEO, he had served
as chairman of the board of directors
of FCSIC since December 2006.

For more than 35 years he has been
active in the agriculture industry. He
served for more than 25 years on the
board of 1st Farm Credit Services,

a Farm Credit System institution in
Illinois, holding various positions,
including chairman. During the
agriculture crisis of the 1980s, he was
selected to serve on the Restructuring
Task Force of the Sixth Farm Credit
District.

From 2000 to 2006, he served on the
Federal Reserve Bank of Chicago
Advisory Council on Agriculture,
Labor, and Small Business. He also
served on the Country Mutual Fund
Trust Board, an investment fund

of the Illinois Farm Bureau and its
Country Financial organization.

Other boards Mr. Strom has served
on include Northern F.S., Inc., a farm
service and supply cooperative in
Northern Illinois; AgriBank, FCB; and
the Farm Credit Council, the national
trade organization representing the
Farm Credit System in Government
affairs.

Mr. Strom has served in several
capacities with the Illinois Farm
Bureau and was a member of the
lllinois Ag Leadership Program class
of 1988.
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In his community of Kane County,
Ilinois, which lies at the edge of
suburban Chicago, Mr. Strom helped
develop a farmland preservation
program. The original Strom Family
Farm was the first to be dedicated to
permanent agricultural use under the
program.

In 2011, Mr. Strom received the Hon-
orary Doctorate of Humane Letters
from Northern Illinois University for
his commitment to sustaining agri-
cultural systems and food security.
He studied agriculture business at
Kishwaukee College and business
administration at Northern Illinois
University. He has attended the
Harvard Kennedy School Executive
Leadership program and the Harvard
Business School Agribusiness Semi-
nar.

His community involvement includes
having served as vice president of
his local K-12 school district, chair-
man of his church council, 4-H
parent leader, and coach of boys’
and girls’ sports teams. Mr. Strom
owns a fourth-generation family farm
in Illinois that produces corn and
soybeans. He and his wife, Twyla,
have three children and two grand-
children.



Farm Credit System—Role, Structure,
and Safety and Soundness

FCS Role

The Farm Credit System (FCS or Sys-
tem) is a network of borrower-owned
cooperative financial institutions and
service organizations serving all 50
States and the Commonwealth of
Puerto Rico. Created by Congress in
1916 to provide American agriculture
with a dependable source of credit,
the FCS is the oldest Government-
sponsored enterprise.!

FCS institutions provide credit and
financially related services to farm-
ers, ranchers, producers or harvesters
of aquatic products, and agricultural
and aquatic cooperatives. They also
make credit available for agricultural
processing and marketing activities,
rural housing, certain farm-related
businesses, rural utilities, and foreign
and domestic entities in connection
with international agricultural trade.

The System raises funds for its busi-
ness activities by selling securities in
the national and international money
markets; its Systemwide debt funding
is subject to FCA approval. The U.S.
Government does not guarantee the
securities issued by the System.

When Congress established the FCS,
its purpose was to provide a perma-
nent, reliable source of credit and
related services to agriculture and
aquatic producers, farmer-owned
cooperatives, and farm-related busi-
nesses in rural America. Congress
intended the FCS to improve the
income and well-being of American

farmers and ranchers. It formed the
FCS as a system of farmer-owned
cooperatives to ensure that farmer-
and rancher-borrowers participate
in the management, control, and
ownership of their institutions. The
participation of member-borrowers
helps keep the institutions focused
on serving their members’ needs.

The System helps to meet a broad
public need by preserving liquidity
and competition in rural credit mar-
kets in both good and bad economic
times. The accomplishment of this
public goal benefits all eligible bor-
rowers, including young, beginning,
and small farmers, as well as rural
homeowners.

FCS Structure

The Lending Institutions

As of January 1, 2014, the System
was composed of 82 banks and
associations. The following four
banks provide loans to 76 Agricul-
tural Credit Association (ACA) parent
organizations and 2 stand-alone
Federal Land Credit Associations
(FLCAs)*

CoBank, ACB

AgriBank, FCB

AgFirst Farm Credit Bank
Farm Credit Bank of Texas

An ACA can make short-, inter-
mediate-, and long-term loans; an
FLCA can make only long-term real
estate loans. Under the Farm Credit
Act of 1971, as amended, the FLCA

is exempt from State and Federal
income taxes.

CoBank, one of the four Farm Credit
banks, is an Agricultural Credit
Bank (ACB), which has a nationwide
charter to make loans to agricultural
and aquatic cooperatives and rural
utilities, as well as to other persons
or organizations that have transac-
tions with, or are owned by, these
cooperatives. The ACB finances U.S.
agricultural exports and imports

and provides international banking
services for farmer-owned coopera-
tives. In addition to making loans to
cooperatives, the ACB provides loan
funds to 26 ACAs and 1 FLCA.

Each ACA contains two subsidiar-
ies, a Production Credit Association
(PCA), which can make only short-
and intermediate-term loans, and an
FLCA? The parent-subsidiary struc-
ture, with an ACA as parent and its
wholly owned PCA and FLCA as
subsidiaries, accounted for 97 percent
of all direct-lender associations as of
January 1, 2014.

The ACA and its two subsidiaries
operate with a common board of
directors and staff, and each of the
three entities is responsible for the
debts of the others. For most regula-
tory and examination purposes, FCA
treats the ACA and its subsidiaries
as a single entity; however, when
appropriate, we may choose to treat
the parent and subsidiaries as sepa-
rate entities.

1. The Federal Land Banks were created in 1916, when the System was originally established. Other major parts of the FCS were created in 1923 and

1933.

2. AnFLCAis aFederal Land Bank Association that has received a transfer of direct long-term real estate lending authority under section 7.6 of the Farm

Credit Act.

3. Although legally separated, the ACA, the PCA, and the FLCA operate an integrated lending business, with loans made through the subsidiaries
possessing the appropriate authority. The ACA, the PCA, and the FLCA are jointly and severally liable on the full amount of the indebtedness to the
bank under the bank’s General Financing Agreement. In addition, the three associations agree to guarantee each other’s debts and obligations, pledge
their respective assets as security for the guarantee, and share each other’s capital.



The ACA’s parent-subsidiary struc-
ture enables the ACA to preserve the
tax-exempt status of the FLCA. This
structure offers several other benefits
as well. It allows the ACA to build
and use capital more efficiently, and
it enables members to hold stock in
only the ACA but to borrow either
from the ACA or from one or both
of its subsidiaries. This gives the
ACA and its subsidiaries greater flex-
ibility in serving their customers, and
it allows credit and related services
to be delivered to borrowers more
efficiently.

Further, the structure allows an asso-
ciation to provide a broader range of
specialized services to its member-
borrowers. It enables one-stop bor-
rowing—borrowers can obtain long-,
intermediate-, and short-term loans
from the same institution.

Special-Purpose Entity and
Service Corporations

In addition to the banks and lending
associations, the System also con-
tains a special-purpose entity known
as the Federal Farm Credit Banks
Funding Corporation. Established
under the Farm Credit Act, the Fund-
ing Corporation issues and markets
debt securities on behalf of the Farm
Credit banks to raise loan funds.

The System also contains the follow-
ing five service corporations. These
corporations exist under the author-
ity of section 4.25 of the Farm Credit
Act*:

1. AgVantis, Inc., provides technol-
ogy-related and other support
services to the associations affili-
ated with CoBank, ACB. AgVan-
tis is owned by the bank and 16
of its affiliated associations.

2. Farm Credit Leasing Services
Corporation provides equipment
leasing services to eligible bor-
rowers, including agricultural
producers, cooperatives, and
rural utilities. It is wholly owned
by CoBank, ACB.

3. Farm Credit Financial Partners,
Inc., provides support services to
CoBank, ACB; five associations
affiliated with CoBank; one asso-
ciation affiliated with AgriBank,
FCB; and two System-related
entities. It is owned by CoBank,
ACB, and the six associations to
which the corporation provides
services.

4. The FCS Building Association
acquires, manages, and maintains
facilities to house FCA head-

quarters and field office staff.
The FCS Building Association is
owned by the FCS banks, but the
FCA Board oversees the Building
Association’s activities.

5. Farm Credit Foundations pro-
vides human resource services
to its employer-owners, includ-
ing payroll processing, benefits
administration, centralized ven-
dor management, and workforce
management and operations. It is
owned by 45 participating orga-
nizations, including AgriBank,
FCB, and its affiliated associa-
tions; associations affiliated with
CoBank, ACB; and AgVantis.

Farmer Mac

The Federal Agricultural Mortgage
Corporation (Farmer Mac), which is
also recognized by law as an FCS
institution, provides a secondary
market arrangement for agricultural
real estate loans, Government-guar-
anteed portions of certain loans, rural
housing mortgage loans, and eligible
rural utility cooperative loans. The
purpose of Farmer Mac’s activities is
to provide greater liquidity and lend-
ing capacity to all agricultural and
rural lenders, including insurance
companies, credit unions, and FCS
lending institutions.

4. Section 4.25 of the Farm Credit Act provides that one or more FCS banks or associations may organize a service corporation to perform functions and
services on their behalf. These federally chartered service corporations are prohibited from extending credit or providing insurance services.

Farm Credit Administration 2013 Annual Report on the Farm Credit System




The Farm Credit Act established

Farmer Mac as a federally chartered
instrumentality and an institution of
the FCS. However, it has no liabil-
ity for the debt of any other System
institution, and the other System
institutions have no liability for
Farmer Mac debt.

Farmer Mac is owned by its inves-
tors—it is not a member-owned
cooperative. Investors in voting stock
may include commercial banks,
insurance companies, other financial
organizations, and FCS institutions.
Any investor may own nonvoting
stock.

FCA regulates and examines Farmer
Mac through its Office of Secondary
Market Oversight, whose director
reports to the FCA Board on matters
of policy.

Although Farmer Mac is an FCS
institution under the Farm Credit
Act, we discuss Farmer Mac sepa-
rately from the other entities of the
FCS. Therefore, throughout this
report, unless Farmer Mac is explic-
itly mentioned, the Farm Credit

System refers only to the banks and
associations of the System. For more
information about Farmer Mac, see
“Condition of Farmer Mac” on page
43.

The Safety and Soundness of
the FCS

FCA regulates the FCS—its lending
institutions, the Funding Corpora-
tion, the service corporations, and
Farmer Mac. Our regulatory activi-
ties and examinations support the
System’s mission by ensuring that
FCS institutions operate in a safe and
sound manner, without undue risk to
taxpayers, investors in System securi-
ties, or borrower-stockholders. For an
overview of our Agency, see page 5
or visit our website at www.fca.gov.

Also serving to protect the safety and
soundness of the FCS is the Farm
Credit System Insurance Corpora-
tion (FCSIC). FCSIC was established
by the Agricultural Credit Act of
1987 in the wake of the agricul-

tural credit crisis of the 1980s, when
the FCS, like most lenders heavily
concentrated in agriculture, expe-

rienced severe financial difficulties.
The purpose of FCSIC is to protect
investors in Systemwide debt securi-
ties by ensuring the timely payment
of principal and interest on insured
notes, bonds, and other obligations
issued on behalf of FCS banks.

FCSIC ensures timely payment by
maintaining the Farm Credit Insur-
ance Fund, a reserve that represents
the equity of FCSIC. The balance

in the Insurance Fund at December
31, 2013, was $3.5 billion. For more
information about FCSIC, go to
www.fcsic.gov. Also see FCSIC’s 2013
annual report.

Investors in Systemwide debt securi-
ties are further protected by the Farm
Credit Act’s joint and several liability
provision, which applies to all FCS
banks. The banks are jointly and
severally liable for the principal and
interest on all Systemwide debt secu-
rities. Therefore, if a bank is unable
to pay the principal or interest on

a Systemwide debt security and if
the Farm Credit Insurance Fund has
been exhausted, then FCA must call
all nondefaulting banks to satisfy the
security.




FCS Banks and Associations

Financial Condition

The overall condition and perfor-
mance of the FCS® was strong in
2013, and the System remained safe
and sound. For 2013, the System
reported increased earnings, higher
levels of capital, and strong portfolio
credit quality. The System contin-
ued to have reliable access to capital
markets; demand was strong for all
Systemwide debt security products.
See tables 1 and 2 for a breakdown
of the System’s major financial indi-
cators.

While the overall FCS remained
financially sound, a small number of
individual System institutions exhib-
ited weaknesses. As the System’s
regulator, we addressed these weak-
nesses by increasing our supervi-
sion of these institutions. For more
information on measures we took

to address these weaknesses, see
“Maintaining a Dependable Source
of Credit for Farmers and Ranchers”
on pages 39 to 42 of this report. For

more information on the condition
of the System, see the 2013 Annual
Information Statement of the Farm
Credit System on the website of the
Federal Farm Credit Banks Funding
Corporation at
www.farmcreditfunding.com.

The System faced a generally favor-
able but volatile operating environ-
ment in 2013. Agricultural exports
hit a record high in 2013 because

of strong demand from developing
economies, especially China. Grain
prices fell significantly, especially in
the second half of 2013 when favor-
able weather and large plantings led
to record corn and near-record soy-
bean production. Although it delayed
planting, a wet spring helped ease
the severe drought that has affected
much of the upper Midwest and
Great Plains since the latter part of
2012. However, dry conditions linger
in California and the Southwest.

Because of high feed costs, livestock
and dairy producers remained under

considerable financial stress through-
out early 2013 despite strong product
pricing. Profitability for these sectors
improved significantly in the latter
part of 2013 as the decline in grain
prices accelerated. The sharp drop

in commodity prices has also had a
cooling effect on the farmland mar-
ket, with land prices across much of
the Midwest leveling off in the fourth
quarter.

Crop and livestock disease also
affected certain farm sectors in 2013.
The citrus industry remains under
considerable stress because of a
bacterial infection of citrus trees
known as “citrus greening.” Stress
also increased for the hog industry
because of the spread of porcine epi-
demic diarrhea virus.

For a detailed discussion of potential
risks facing the System in 2014 and
beyond, see “Challenges Facing the
Agricultural Economy and the Farm
Credit System” on pages 49 to 59.

5. Throughout this chapter, when referring to the Farm Credit System, we mean only the banks and direct-lending associations of the System, excluding
Farmer Mac. The analyses in this section are based on data that System institutions provided to FCA or to the Federal Farm Credit Banks Funding
Corporation. These analyses are based on publicly available information and, except where noted, are based on the 12-month period ended December
31, 2013. They are based on a combination of bank and association data; these data exclude transactions between System entities.
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Table 1
Farm Credit System Major Financial Indicators, Annual Comparison
As of December 31

Dollars in Thousands

At and for the 12 months ended 31-Dec-13 31-Dec-12 31-Dec-11 31-Dec-10 31-Dec-09
Farm Credit System Banks?®

Total Assets 230,427,442 219,043,177 205,087,928 207,098,256 194,497,747
Gross Loan Volume 179,260,572 173,227,170 158,420,741 161,069,141 152,412,187
Nonaccrual Loans 275,228 365,478 384,795 477,341 759,134
Cash and Marketable Investments 49,241,806 43,618,788 44,047,407 43,289,148 39,305,172
Net Income 2,057,199 2,011,314 1,860,347 1,917,143 1,442,328
Nonperforming Loans/Total Loans® 0.18% 0.23% 0.27% 0.33% 0.52%
Capital/Assets® 6.58% 6.51% 6.49% 6.00% 5.59%
Unallocated Retained Earnings/Assets 3.39% 3.23% 3.25% 3.03% 2.80%
Return on Assets 0.91% 0.94% 0.92% 0.95% 0.74%
Return on Equity 13.31% 13.86% 13.68% 15.00% 13.13%
Net Interest Margin® 1.15% 1.25% 1.28% 1.22% 1.17%
Operating Expense Ratio® 0.32% 0.31% 0.31% 0.30% 0.33%
Efficiency Ratiof 22.20% 20.00% 20.14% 18.24% 20.49%
Payout Ratio® 54.61% 47.79% 53.76% 50.43% 56.31%
Associations

Total Assets 157,131,836 148,778,120 136,717,742 134,048,892 128,291,508
Gross Loan Volume 146,917,046 138,314,966 126,187,799 124,140,035 118,575,715
Nonaccrual Loans 1,456,381 1,932,706 2,353,352 2,744,528 2,634,046
Net Income 3,308,036 2,989,912 3,007,154 2,408,449 1,585,984
Nonperforming Loans/Gross Loans® 1.17% 1.59% 2.03% 2.29% 2.33%
Capital/Assets® 18.50% 17.80% 17.84% 16.54% 15.82%
Unallocated Retained Earnings/Assets 17.27% 16.65% 16.78% 15.07% 14.56%
Return on Assets 2.14% 2.06% 2.24% 1.84% 1.29%
Return on Equity 11.34% 11.23% 12.42% 10.88% 8.13%
Net Interest Margin® 2.80% 2.83% 2.94% 2.79% 2.64%
Operating Expense Ratio® 1.48% 1.45% 1.43% 1.38% 1.49%
Efficiency Ratio 37.14% 39.13% 31.27% 35.12% 39.05%
Payout Ratio® 25.42% 25.82% 22.57% 22.62% 21.51%
Total Farm Credit System”

Gross Loan Volume 201,060,000 191,904,000 174,664,000 175,351,000 164,830,000
Bonds and Notes 210,704,000 200,365,000 186,889,000 189,575,000 178,358,000
Nonperforming Loans 2,040,000 2,608,000 2,997,000 3,386,000 3,535,000
Nonaccrual Loans 1,736,000 2,300,000 2,738,000 3,229,000 3,369,000
Net Income 4,640,000 4,118,000 3,940,000 3,495,000 2,850,000
Nonperforming Loans/Gross Loans® 1.01% 1.36% 1.72% 1.93% 2.14%
Capital/Assets® 16.34% 15.65% 15.60% 14.46% 13.90%
Surplus/Assets 13.44% 12.94% 12.90% 11.80% 11.48%
Return on Assets 1.84% 1.73% 1.71% 1.59% 1.32%
Return on Equity 11.28% 10.89% 11.17% 10.85% 9.86%
Net Interest Margin® 2.78% 2.87% 2.86% 2.82% 2.65%

Sources: FCA’s Consolidated Reporting System as of December 31, 2013, and the Farm Credit System Quarterly Information Statement provided by the
Federal Farm Credit Banks Funding Corporation.

Note: Changes to previous periods occasionally occur for accounting reasons.

a.

C.

Includes Farm Credit Banks and the Agricultural Credit Bank.

Nonperforming loans are defined as nonaccrual loans, accruing restructured loans, and accrual loans 90 or more days past due.

Capital includes restricted capital (amount in Farm Credit Insurance Fund) and excludes mandatorily redeemable preferred stock and protected bor-
rower capital.

Net interest margin ratio measures net income produced by interest-earning assets, including the effect of loanable funds, and is a key indicator of
loan pricing effectiveness.

Operating expenses divided by average gross loans.

The efficiency ratio measures total noninterest expenses for the preceding 12 months divided by net interest income plus noninterest income for the
preceding 12 months.

The percentage of earnings paid out in dividends to shareholders. This ratio is only valid at year-end (December 31).

Cannot be derived by adding the categories above because of intradistrict and intra-System eliminations used in Reports to Investors.



Table 2

Farm Credit System Major Financial Indicators, by District
As of December 31, 2013

Dollars in Thousands

Gross Allowance Cash and Operating
Farm Credit Total Loan Nonaccrual for Loan Marketable  Capital Total Expense
System Banks Assets Volume Loans Losses Investments®  Stock® Surplus® Capital Ratio®
AgFirst 28,844,342 20,201,234 59,594 22,908 8,348,307 470,801 1,578,403 2,146,747 0.53%
AgriBank 87,725,991 73,677,222 39,653 10,100 13,549,274 2,359,843 2,552,005 4,921,318 0.15%
CoBank 97,644,392 73,603,375 147,849 447,126 23,077,161 3,639,235 3,103,926 6,704,616 0.39%
Texas 16,212,717 11,778,741 28,132 13,660 4,267,064 820,543 605,817 1,393,247 0.63%
Total 230,427,442 179,260,572 275,228 493,794 49,241,806 7,290,422 7,840,151 15,165,928 0.32%
Associations
AgFirst 18,276,193 17,085,676 348,481 164,527 275,091 221,144 3,423,870 3,624,979 2.16%
AgriBank 80,860,611 74,845,181 586,751 226,214 2,138,393 338,165 13,771,455 14,109,620 1.34%
CoBank 44,250,611 41,727,316 387,753 292,618 418,374 1,152,532 7,767,788 8,866,981 1.45%
Texas 13,744,421 13,258,873 133,396 60,507 65,862 80,694 2,387,250 2,470,194 1.50%
Total 157,131,836 146,917,046 1,456,381 743,866 2,897,720 1,792,535 27,350,363 29,071,774 1.48%
Total Farm
Credit
System' 260,782,000 201,060,000 1,736,000 1,238,000 51,893,000 1,645,000 35,060,000 42,601,000

Sources: Farm Credit System Call Report as of December 31, 2013, and the Farm Credit System Quarterly Information Statement provided by the Federal
Farm Credit Banks Funding Corporation.

Includes accrued interest receivable on marketable investments.

Includes capital stock and participation certificates, excludes mandatorily redeemable preferred stock and protected borrower capital.

Includes allocated and unallocated surplus.

Includes capital stock, participation certificates, perpetual preferred stock, surplus, and accumulated other comprehensive income. For the total Farm
Credit System amount, total capital also includes $3.496 billion of restricted capital, which is the amount in the Farm Credit Insurance Fund. Excludes
mandatorily redeemable preferred stock and protected borrower capital.

Operating expense per $100 of gross loans.

Cannot be derived by adding the categories above because of intradistrict and intra-System eliminations used in Reports to Investors.

an o

= 0
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Figure 1

FCS Net Income, 2005-2013

As of December 31
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Sources: Federal Farm Credit Banks Funding Corporation Annual Information Statements.

Note: The net income for 2004 includes $1.167 billion in net reversals of the allowance for loan losses.

Earnings

In 2013, the System posted strong
net income of $4.64 billion, up 12.7
percent from 2012 (See figure 1).
System earnings increased primarily
because of lower provisions for loan
losses and, to a lesser extent, higher
net interest income. The System
recognized a loan loss reversal of $31
million in 2013 as compared with a
loan loss provision of $313 million in
2012. The loan loss reversal in 2013
reflected the continued improvement
in portfolio credit quality at certain
System institutions.

Net interest income was up by $197
million in 2013, primarily because

of an increase in average earning
assets. Driven largely by increased
loan volume, average earning assets
grew by $14.19 billion or 6.3 percent
to $240 billion in 2013. Net interest
margin decreased nine basis points
to 2.78 percent. The System’s return
on average assets increased to 1.86
percent from 1.74 percent the prior
year. The return on average capital
increased to 11.43 percent from 10.96
percent in 2012.

As cooperative institutions, FCS

banks and associations typically pass
a portion of their earnings on to their
borrower-owners as patronage distri-
butions. For 2013, System institutions

declared a total of $1.449 billion in
patronage distributions—$937 mil-
lion in cash, $457 million in allocated
retained earnings, and $55 million in
stock. This represents 31 percent of
the System’s net income for 2013 as
compared with 30 percent in 2012.
Also in 2013, the System distributed
$163 million in cash from patronage
allocations of earlier years.

System Growth

In total, System assets grew to $260.8
billion, up $14.1 billion or 5.7 percent
from 2012. Loan growth was modest
in 2013, with gross loan volume up
by 4.8 percent (see figure 2).




Figure 2
Annual Growth Rate of FCS Loans Outstanding, 2002 to 2013
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Gains in real estate mortgage lend-
ing and, to a lesser extent, produc-
tion and intermediate-term lending
primarily accounted for the increase.
Real estate mortgage loans were up
$5.93 billion or 6.7 percent mainly
because of continued demand for
cropland, especially in the Midwest.
Production and intermediate-term
lending increased $1.55 billion or

3.5 percent largely because of sea-
sonal financing needs and increases
in equipment financing. Lending to
processing and marketing operations
and to rural utilities was also up,
increasing $1.25 billion and $913 mil-
lion, respectively.

Asset Quality

In general, the credit quality of
System loans was strong in 2013.
High feed costs challenged livestock,
poultry, ethanol, and dairy produc-

ers through the first half of 2013, but
profit margins improved significantly
for these sectors in the latter half of
the year when record corn and near-
record soybean production caused

a substantial drop in grain prices.
Because of the sluggishness of the
U.S. economic recovery, stress contin-
ued to affect certain agricultural sec-
tors, such as the forestry and nursery
industries, throughout 2013.

As of December 31, 2013, nonper-
forming loans totaled $2.0 billion,
or 1.01 percent of gross loans, down
from $2.6 billion or 1.36 percent of
gross loans, at year-end 2012 (see
figure 3). Loan delinquencies (that
is, accruing loans that are 30 days
or more past due) remained a low
0.23 percent of total accruing loans,
declining from 0.28 percent at year-
end 2012.
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The allowance for loan losses
equaled $1.24 billion or 0.62 percent
of loans outstanding at year-end
2013, compared with $1.34 billion or
0.70 percent of loans outstanding at
year-end 2012. For 2013, the System
recognized a loan loss reversal of
$31 million, reflecting the continued
improvement in credit quality in the
System’s loan portfolio. Provisions
for loan losses totaled $313 million
in 2012 and $430 million in 2011. Net
charge-offs were also down signifi-
cantly in 2013, dropping to $62 mil-
lion from $236 million in 2012.

Funding

During 2013, the System continued to
have reliable access to the debt capi-
tal markets. Investor demand for all
System debt products was favorable,
allowing the System to refinance
outstanding debt at favorable inter-



Figure 3

FCS Nonperforming Loans, 2008-2013
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est rates. In 2013, Systemwide debt
increased by 4.8 percent. Securities
due within a year increased by 8.3
percent while securities with maturi-
ties greater than one year increased
by 3.1 percent.

The System’s funding composition
also changed slightly. Securities due
within a year accounted for 33.8 per-
cent of total Systemwide debt com-
pared with 32.7 percent a year ago.
(See “Funding Activity in 2013” on
page 35 for further discussion of the
System’s funding environment.)

Liquidity

Each System bank maintains a
liquidity reserve to ensure that it can
withstand market disruptions. As

of December 31, 2013, the System’s
liquidity position equaled 194 days,
up from 185 days at year-end 2012

and significantly above the 90-day
regulatory minimum.

Investments available for sale (based
on fair value) increased 4.3 percent to
$43.6 billion in 2013, with a weighted
average yield of 1.3 percent. Invest-
ments held to maturity decreased to
$2.8 billion, with a weighted average
yield of 3.1 percent.

Each System bank may hold Federal
funds and available-for-sale securi-
ties in an amount not to exceed 35
percent of its average loans outstand-
ing for the quarter. If an investment
no longer meets the eligibility crite-
ria, it becomes ineligible for liquidity
calculation purposes, but the bank
may continue to hold the investment
provided certain requirements are
met.

At year-end, the FCS had 218 securi-
ties that no longer satisfied eligibility
criteria because of rating downgrades
after purchase. At fair value, these
ineligible securities represented 3.4
percent of Federal funds and avail-
able-for-sale investments. For 2013,
the System included $11 million in
earnings of net other-than-temporar-
ily impaired losses on investments.

Capital

The System maintained a strong capi-
tal position in 2013. Total capital was
$42.6 billion at December 31, 2013,
compared with $38.6 billion a year
before. The most significant contrib-
uting factor to the increase in capital
was net income earned and retained.
At year-end 2013, the System’s cap-
ital-to-assets ratio was 16.3 percent,
compared with 15.7 percent in 2012.




Figure 4

FCS Capital, 2006-2013
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As figure 4 shows, surplus accounts
for the vast majority of capital. FCA
regulations establish the mini-mum
capital requirements that each System
bank and association must achieve
and maintain.

As of December 31, 2013, the per-
manent capital ratios for all System
banks and associations were above
the regulatory minimum of 7.0 per-
cent. The ratios ranged between 16.7
percent and 22.9 percent for System
banks and between 13.3 percent and
35.7 percent for System associations.
In addition, as of December 31, 2013,
the FCS had $3.5 billion of restricted
capital in the Farm Credit Insurance
Fund.

Borrowers Served

The System fulfills its overall mis-
sion by lending to agriculture and
rural America. Its lending authorities
include the following;:

* Long-term agricultural real estate
loans and rural home loans

e Short- and intermediate-term
agricultural loans

® Loans to producers and harvest-
ers of aquatic products

* Loans to certain farmer-owned
agricultural processing facilities
and farm-related businesses

* Loans to farmer-owned agricul-
tural cooperatives

¢ Loans that finance agricultural
exports and imports

Loans to rural utilities

Limited portions of loans to
entities that qualify under the
System’s similar-entity authority®

Nationwide, the System had $201.1
billion in gross loans outstanding as
of December 31, 2013 (see table 3).
Agricultural producers represented
by far the largest borrower group,
with $139.6 billion, or 69.4 percent, of
the total dollar amount of loans out-
standing.” As of December 31, 2013,
46.8 percent of the dollar volume of
the System’s loans outstanding was
in long-term real estate loans, 22.6
percent in short- and intermediate-
term loans to agricultural produc-
ers, and 13.5 percent in agribusiness
loans. Agribusiness loans are broken

6. A similar-entity borrower is not eligible to borrow directly from an FCS institution, but because the similar-entity borrower’s operation has a similar
function as that of an eligible borrower, the System can participate in these loans (the participation interest must be less than 50 percent).

7. This amount includes real estate mortgage loans and production (short- and intermediate-term) loans, but excludes leases and loans to “rural home-
owners” (as defined in 613.3030 of the FCA regulations).
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Table 3
FCS Gross Loans Outstanding, 2009-2013
As of December 31
Dollars in Millions

2009
Production agriculture
Long-term real estate
mortgage loans 75,352
Short- and intermediate-
term loans 39,610
Agribusiness loans? 23,626
Rural utility loans® 14,562
Rural residential loans 4,977
Agricultural export finance 3,956
Lease receivables 2,160
Loans to other financing
institutions 587
Total 164,830

2010 2011 2012
78,021 80,658 88,263
40,584 41,276 43,861
29,581 24,734 27,090
15,091 15,606 18,702

5,475 5,832 6,210

4,036 3,834 4,674

2,021 2,139 2,415
542 585 689
175,351 174,664 191,904

Sources: Federal Farm Credit Banks Funding Corporation Annual Information Statements.

Percent Percent
change change
2013 from 2009 from 2012

94,194 25.0 6.7
45,412 14.6 3.5
27,242 15.3 0.6
19,615 34.7 4.9
6,557 31.7 5.6
4,588 16.0 -1.8
2,706 25.3 12.0
746 27.1 8.3
201,060 22.0 4.8

a. At December 31, 2013, agribusiness loans consisted of $11.6 billion in loans to cooperatives, $12.7 billion in loans to processing and marketing opera-
tions, and $3.0 billion in loans to farm-related businesses.
b. At December 31, 2013, rural utility loans consisted of $15.5 billion in loans to energy and water/wastewater utilities and $4.1 billion in loans to com-

munication utilities..

down further into 5.7 percent for
loans to cooperatives, 6.3 percent for
processing and marketing enterprises,
and 1.5 percent for farm-related busi-
nesses.

Loans to finance rural utilities rep-
resented 9.8 percent of the System’s
loan volume, while rural residential
loans made up 3.3 percent of the Sys-
tem’s total loans. Agricultural export
loans represented 2.3 percent of the
System’s loan portfolio, and lease

receivables accounted for 1.3 percent
of the overall portfolio. Finally, loans
outstanding to “other financing insti-
tutions” (OFIs) represented a small
but important segment of the Sys-
tem’s portfolio (see “System Funding
for Other Lenders” below).

As required by law, borrowers own
stock or participation certificates in
System institutions. The FCS had
nearly 1.1 million loans and 500,000
stockholders in 2013. Approximately

85.0 percent of the stockholders were
farmers or cooperatives with voting
stock. The remaining 15.0 percent
were nonvoting stockholders, includ-
ing rural homeowners and other
financing institutions that borrow
from the System. Over the past five
years, the number of System stock-
holders has increased gradually, ris-
ing 3.2 percent since year-end 2009.

Total loans outstanding at FCS banks
and associations (net of intra-System




lending) increased by $9.2 billion, or
4.8 percent, during the year ended
December 31, 2013. This compares
with an increase of 9.9 percent in
2012, a decline of 0.4 percent in 2011,
and increases of 6.4 percent in 2010,
and 2.1 percent in 2009. However,
since year-end 2009, total System
loans outstanding have increased by
$36.2 billion, or 22 percent.

The increase in 2013 was driven by
increases in real estate mortgage,
production and intermediate-term,
processing and marketing, and
energy loans. Demand for real estate
mortgage loans was the most impor-
tant factor. Real estate mortgage
loans increased $5.93 billion, or 6.7
percent, primarily because of the
strong demand for cropland in the
Midwest. Short- and intermediate-
term production loans also increased,
going up $1.55 billion, or 3.5 percent,
mostly because of an increase in
equipment financing.

Because of low grain inventory lev-
els, lower commodity prices, and the
strong cash positions of cooperatives
and farmers, demand declined for
seasonal financing from farm supply
and grain marketing cooperatives. As
a result, loans to agribusiness coop-
eratives (which mostly include farm
supply and grain marketing busi-
nesses) decreased $1.21 billion or 9.5
percent. Processing and marketing
loans increased $1.25 billion or 10.9
percent because of increased market-
ing efforts and higher participations
with non-System institutions.

Rural utility loans increased by

$913 million, or 4.9 percent, largely
because of increased lending to
electric power distribution and power
generation cooperatives. Rural resi-
dential loans increased $347 million,
or 5.6 percent. The other categories
also posted substantial increases for
the year; however, agricultural export
loans fell 1.8 percent from 2012.*

System Funding for Other
Lenders

Other Financing Institutions
Under the Farm Credit Act, System
banks may further serve the credit
needs of rural America by providing
funding and discounting services to
certain non-System lending institu-
tions described in our regulations as
“other financing institutions.” OFIs
include commercial banks, savings
institutions, credit unions, trust com-
panies, agricultural credit corpora-
tions, and other specified agricultural
lenders that are significantly involved
in lending to agricultural and aquatic
producers and harvesters.

System banks can fund and discount
short- and intermediate-term loans
for OFIs that demonstrate a need for
additional funding to meet the credit
needs of borrowers who are eligible
to receive loans from the FCS. OFIs
benefit by using the System as an
additional source of liquidity for
their own lending activities and by
capitalizing on the System’s expertise
in agricultural lending.

As of December 31, 2013, the System
served 26 OFIs, unchanged from
2012, but down from 28 in 2010 and
2009. Outstanding loan volume to
OFIs was $746 million at year-end,
up $57 million from 2012. OFI loan
volume continues to be less than half
of one percent of the System’s loan
portfolio. About two-thirds of the
OFlIs are in the AgriBank district.

Syndications and Loan
Participations with Non-FCS
Lenders

In addition to the authority to
provide services to OFIs, the Farm
Credit Act gives System banks and
associations the authority to partner
with financial institutions outside the
System, including commercial banks,
in making loans to agriculture and
rural America. Generally, System
institutions partner with these finan-
cial institutions through loan syndica-
tions and participations.

® A loan syndication (or “syndi-
cated bank facility”) is a large
loan in which a group of finan-
cial institutions work together to
provide funds for a borrower.
Usually one financial institution
takes the lead, acting as an agent
for all syndicate members and
serving as a liaison between them
and the borrower. All syndicate
members are known at the outset
to the borrower.

® Loan participations are large
loans in which two or more lend-
ers share in providing loan funds

8. A majority of the System’s agricultural export loan portfolio is guaranteed by the Commodity Credit Corporation through the U.S. Department of
Agriculture’s GSM-102 and GSM-103 export credit programs. Overall, 57 percent of the System'’s agricultural export finance transactions in 2013 car-
ried a guarantee from the Commodity Credit Corporation.
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Figure 5

Loan Participations with Non-System Lenders, 2008-2013
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*A similar-entity borrower is not eligible to borrow directly from an FCS institution, but because the borrower’s operation is similar in function to that of
an eligible borrower, the System can participate in some of these loans (the participation interest must be less than 50 percent).

Note: In past reports, in addition to loan participations involving non-System lenders, this chart included other items as well. For this report, we are includ-
ing only participations involving non-System lenders, and we have revised the totals for prior years accordingly.

to a borrower. Loan participa-
tions help lenders manage their
credit risk. They also provide
another advantage. When a bor-
rower seeks a loan that exceeds a
lender’s legal or internally estab-
lished lending limit, the lender
may use a loan participation to
provide funding for part of the
loan. One of the participating
lenders originates, services, and
documents the loan. Generally,
the borrower deals with the insti-
tution originating the loan and is
not aware of the other participat-
ing institutions.

Financial institutions primarily use
loan syndications and participations
to reduce credit risk and to comply
with lending limits. For example, a

financial institution with a high con-
centration of production loans for a
single commodity could use partici-
pations or syndications to diversify
its loan portfolio, or it could use
them to sell loans that are beyond its
lending limit. However, institutions
also use them to manage and opti-
mize capital, earnings, and liquidity.

The System’s gross loan syndication
volume has grown by more than $3
billion during the past three years to
$13.3 billion at year-end 2013. How-
ever, FCA’s Call Report does not
break out the portion that is associ-
ated with non-FCS institutions.

In addition to participating in loans
to eligible borrowers, FCS institu-
tions have the authority to work with

non-System lenders that originate
“similar-entity” loans. A similar-
entity borrower is not eligible to bor-
row directly from an FCS institution,
but because the borrower’s operation
is similar in function to that of an
eligible borrower’s operation, the Sys-
tem can participate in the borrower’s
loans (the participation interest must
be less than 50 percent).

The System had $9.2 billion in net
similar-entity loan participations as
of December 31, 2013, down from
$9.6 billion the prior year. As figure
5 indicates, the volume of similar-
entity participations that System
institutions sell to non-System institu-
tions is relatively small, amounting
to less than half a billion dollars over
the past four years.



However, the volume of eligible-bor-
rower loan participations purchased
from non-System lenders has been
rising; it grew from $5.6 billion in
2008 to $7.1 billion in 2013. The vol-
ume of eligible-borrower loan partici-
pations sold to non-System lenders
has also grown in recent years, rising
from $1.2 billion in 2010 to $2.8 bil-
lion in 2012 and 2013. Net eligible-
borrower loan participations peaked
in 2010 at $5.4 billion when sales of
these participations were at a low
point. At year-end 2013, the System
had $4.2 billion in net loan participa-
tions involving eligible borrowers.

AgDirect, LLP

AgDirect is a point-of-sale agricul-
tural equipment financing program
developed by Farm Credit Services
of America, ACA, which is affili-
ated with AgriBank, FCB. AgDirect
facilitates the financing or leasing of
equipment for farmers and ranch-
ers through participations in retail
installment loans or leasing contracts
originated by equipment dealerships.
The program enhances financial
options for customers and institu-
tions, and provides a new revenue
stream to AgDirect owners and
AgriBank.

In 2013, FCA approved invest-
ments by an additional three Sys-
tem associations, bringing the total
number of institutions participating
in AgDirect to 13.° AgDirect financ-
ing is now available in many states.
As of December 31, 2013, the total
outstanding participation interests

in loans purchased was nearly $2.5
billion.

Farm Debt and Market
Shares

The U.S. Department of Agriculture’s
estimate of total farm business debt
for the year ended December 31,
2013, was $309 billion, up 3 per-
cent from its $300 billion estimate
for year-end 2012. Farm loan data
reported by Farm Credit System

and commercial banks show that
their total farm loan portfolios grew
during 2013 by 5.7 percent and 5.5
percent, respectively.”’ The farm real
estate debt portfolios of FCS institu-
tions rose more than their non-real
estate loan portfolios in 2013, while
these portfolios grew equally at com-
mercial banks.

Lender-reported data also show that
the demand for farm credit in 2013
was generally more robust in the
Midwest but weakened somewhat
in the latter half of the year. Lower
prices for major crops in the lat-

ter half of 2013 curtailed what had
been strong investments in equip-
ment, farm structures, and farmland.
During previous years, farmers have
taken advantage of record-high farm
incomes and low interest rates to
invest heavily in these items.

On the supply side, lenders had
ample funds to lend in 2013 because
demand for credit remained below
their capacity to lend. However,
despite the competitive lending envi-

ronment, credit underwriting prac-
tices were relatively conservative.

Even with the prospect for lower
crop revenues and weaker farmland
markets, demand for credit should
be strong in 2014 because of higher
livestock incomes, low interest rates,
and an improving nonfarm economy.
However, a change in any one or
more of these factors could change
the outlook for credit demand.

The most current market share infor-
mation from USDA is for year-end
2012. USDA’s estimate of debt by
lender shows that commercial banks
held 39.6 percent of total farm busi-
ness debt, just below the System’s
market share of 40.7 percent. FCS
market share of total farm business
debt has grown slightly more than
commercial bank market shares in
recent years.

Except for brief periods, the FCS

has typically had the largest market
share of farm business debt secured
by real estate. At year-end 2012, the
System held 46.1 percent of this debt,
compared with 34.1 percent for com-
mercial banks. Commercial banks
have historically dominated non-real
estate farm lending —the market
share of commercial banks increased
to 47.0 percent at the end of 2012.
The System’s share of non-real estate
farm business debt increased to 33.4
percent at year-end 2012.

9. One association that was previously approved to participate in AgDirect (High Plains Farm Credit, FLCA) is no longer participating; as of January 1,
2014, this association had no share in the ownership of AgDirect.
10. USDA calculates market share for farm business debt only (i.e., debt that is used for farm production purposes).The estimate for 2013 will be revised
in August 2014. Market share information is not available for the other portions of the System’s portfolio, such as agribusiness lending, rural utility

lending, or rural home lending.
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Serving Young, Beginning, and Small
Farmers and Ranchers

The Farm Credit Act requires Farm
Credit System banks and direct-lend-
ing associations to have programs to
provide financially sound and con-
structive credit and related services
to young, beginning, and small (YBS)
farmers and ranchers. Loans to YBS
borrowers help to provide a smooth
transition of farm businesses to the
next generation. They also allow
System institutions to serve a more
diversified customer base—from very
small to very large operations, from
producers of grain staples for export
to producers of organic foods for
local markets.

At FCA, we are strongly committed
to ensuring that the System fulfills
its responsibility to serve YBS pro-
ducers. We support the YBS mission
through our regulatory activities,
data collection and reporting, disclo-
sure requirements, and examination
activities.

Characteristics of YBS
Borrowers

Before we discuss the System’s lend-
ing to YBS producers, let’s look at
the characteristics of producers who
would qualify for a YBS loan with
the System.

Young

Across the United States, there are
far fewer young farmers than there
are small and beginning farmers, and
this number has been shrinking for
decades. At FCA, we define young
farmers as those who are 35 years of
age or younger. The decline in young
farmers reflects years of farm con-
solidations and increasing retirement
ages for farmers.

According to the 2012 Census of
Agriculture, less than 6 percent of all
principal farm operators were under
35 years of age in 2012." This per-
centage has remained relatively con-
stant in recent years, with the latest
Ag Census showing a slight increase
in the numbers of young operators
relative to the 2007 Ag Census. The
Ag Census also reports on second-
ary and third operators involved in
the farming operation. When these
operators are included, 8 percent of
farm operators were under the age of
35 in 2012.

Young farmers are somewhat less
likely than all farmers to operate
small farms—that is, farms with less
than $250,000 in gross sales. The

Ag Census indicates that 86 percent
of principal farm operators that are
young farmers operated a small farm
in 2012.

Beginning

The 2012 Census of Agriculture
shows that approximately 18 percent
of all farms had principal operators
who are beginning farmers—those
who operated a farm for less than 10
years. The Census also shows that
second and third operators in the
farming operation have less farming
experience than the primary operator.
Nearly 27 percent of second opera-
tors and 41 percent of third operators
had less than 10 years of experience
operating a farm.

Many beginning farmers operate
small farms, but not all are young
farmers. The vast majority of begin-
ning farmers—95 percent—operated
small farms in 2012. While 20 percent
of young farmers are also beginning

farmers, over 12 percent of farm-
ers 65 or older were also beginning
farmers in 2012.

Small

Small farms—those with $250,000 or
less in farm sales—represent 88 per-
cent of all farms in the 2012 Census
of Agriculture. Small farm num-
bers declined from 2007 when they
represented more than 90 percent
of U.S. farms. Because of their great
diversity, the 1.9 million small farms
in the United States are difficult to
characterize.

More than 75 percent of farms have
sales of less than $50,000. These very
small farms typically have negative
farm incomes and small amounts of
farm debts, and they account for just
3 percent of the total value of U.S.
farm production.

Those who operate small farms
generally seek credit for consumer,
rather than farm, products. Within
this large segment are farming opera-
tions that are growing in size or
producing higher-margin agricultural
products for local markets, often on
a seasonal basis. A higher percentage
of very small farms are located in the
East.

FCS Lending to YBS
Producers

Generally, the shares of Systemwide
total farm lending going to the three
separate YBS categories have been
consistent with the shares of these
farmer segments in the total farmer
population. The smallest share of
total System farm lending goes to

11. FCA’s definitions of a young farmer and a beginning farmer differ slightly from the Ag Census measures. See the note below table 4B.

Farm Credit Administration 2013 Annual Report on the Farm Credit System




the young farmer segment, and the
largest share goes to the small farm
segment.

The range of YBS demographics and
the changing economic conditions in
rural America and agriculture can
pose challenges for System institu-
tions in meeting their YBS program
goals. Another challenge for System
lenders is meeting the wide range of
nonagricultural credit needs of YBS
farmers.

The Farm Credit Act stipulates that
each System bank must have written
policies that direct each association
board to have a program for furnish-
ing sound and constructive credit
and financially related services to
YBS borrowers. Associations must
also coordinate with other Govern-
ment and private sources of credit in
implementing their YBS programs.
In addition, each institution must
report yearly on its lending volume,
operations, and achievements in its
YBS program. (See the YBS Programs
section on page 31.)

FCA regulations require each System
lender’s YBS program to include a
mission statement that describes the
program’s objectives and specific
means to achieve the objectives. The
regulations also require each pro-
gram to include annual quantitative
targets for credit to YBS producers;
these targets should be based on
reliable demographic data for the
institution’s lending territory. YBS
programs must also include outreach

efforts and annual qualitative goals
for offering credit and related ser-
vices that are responsive to the needs
of YBS farmers.

The association’s board oversight
and reporting are integral parts of
each YBS program. Each association’s
operational and strategic business
plan must include the goals and
targets for YBS lending. And each
association must have an internal
control program to manage the YBS
program; it must also have methods
in place to ensure that credit is pro-
vided in a safe and sound manner
and within the lender’s risk-bearing
capacity.

FCA'’s oversight and examination
activities encourage System institu-
tions to assess their performance and
market penetration in the YBS area.
This self-assessment increases each
institution’s awareness of its mission
and prompts it to earmark resources
to serve the YBS market segment. In
addition, we continuously consider
ways to support and strengthen the
System’s YBS programs.

Comparing the System’s YBS
Lending in 2013 with YBS
Lending in 20122

The number and volume of loans
(including new loans and renewals)
made during the year indicates the
extent to which System institutions
are serving YBS producers. Relative
to 2012, the dollar volume of new
loans made to each of the three YBS
categories declined in 2013. This
contrasts to loan numbers, which

increased modestly in the young and
beginning categories but declined
slightly in the small category.®

New dollar volume lending to small
farmers decreased the most during
2013, with a 13.3 percent decrease
from 2012 in the dollar volume of
new loans made. The dollar volume
of new loans made to beginning
farmers declined 4.2 percent from
2012, while the dollar volume of new
loans made to young farmers fell 6
percent. The number of new loans to
beginning farmers rose 5.0 percent
and the number to young farmers
rose 2.3 percent in 2013. The average
size of loans made in 2013 fell for all
three YBS categories.

The number and dollar volume of
loans outstanding increased from
2012 in all three YBS categories
because of a decline in repayments.
The dollar volume of loans out-
standing increased by 3.5 percent
to beginning farmers, 3.0 percent to
young farmers, and 1.8 percent to
small farmers. Similar increases also
occurred in the number of loans out-
standing for each YBS category.

Comparing the System’s YBS
Lending with Overall Lending

In 2013, lending to the three YBS
categories generally did not keep
pace with overall System lending to
farmers. Therefore, the share of total
System farm loans going to the YBS
categories fell from that of 2012. The
only exception to this trend was a
slight increase in the share of new
loans made that went to beginning
farmers.

12.  The loan number and dollar volume data for 2012 were revised slightly after FCA’s 2012 Annual Report on the Farm Credit System was issued last

year.

13. System data on service to YBS farmers and ranchers cover the calendar year and are reported at year-end. The statistics show loans made during the
year (both number of loans and dollar volume of loans), as well as loans outstanding at year-end (both number of loans and dollar volume of loans).
The volume measure includes loan commitments to borrowers, which typically exceed actual loan advances. Borrowers may have more than one

loan and thus the loan numbers reported here do not directly measure the number of borrowers.



Table 4A
YBS Loans Outstanding
As of December 31, 2013

Percentage Percentage
of total Dollar of total
Number number volume volume Average
of of System of loans of System loan
loans farm loans in millions farm loans size
Young farmers/ranchers 175,583 17.8 $23,788 11.2 $135,478
Beginning farmers/ranchers 253,272 25.7 $36,968 17.3 $145,960
Small farmers/ranchers 484,745 49.3 $44,894 21.1 $92,613
Table 4B
YBS Loans Made During 2013
As of December 31
Percentage Percentage
of total Dollar of total
Number number volume volume Average
of of System of loans of System loan
loans farm loans in millions farm loans size
Young farmers/ranchers 57,854 16.3 $8,294 11.0 $143,360
Beginning farmers/ranchers 72,662 20.5 $10,989 14.6 $151,228
Small farmers/ranchers 142,357 40.1 $11,433 15.2 $80,310

Sources: Annual Young, Beginning, and Small Farmer Reports submitted by each System lender through the Farm Credit banks.

Note: A “young” farmer/rancher is defined as 35 years old or younger when the loan is made; a “beginning” farmer/rancher has been operating for not
more than 10 years; and a “small” farmer/rancher generates less than $250,000 in annual sales of agricultural or aquatic products. Since the totals are not
mutually exclusive, one cannot add across young, beginning, and small categories to count total YBS lending. Also, the totals listed in tables 4A and 4B
include loans, advancements, and commitments to farmers, ranchers, and aquatic producers, and exclude rural home loans, loans to cooperatives, and

activities of the Farm Credit Leasing Services Corporation.
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In 2013, the volume of all System
farm loans made (including commit-
ments) during the year was $75.2
billion, down 0.4 percent from that of
2012, and the volume of outstanding
farm loans (including commitments)
at year-end was $213.2 billion, up 5.6
percent from that of 2012. The total
number of farm loans made in 2013
(354,996) was up 3.3 percent from
2012, while the number of outstand-
ing loans (984,076) at the end of 2013
was 4.4 percent higher than at the
end of 2012.

In the section below on YBS borrow-
ing trends, we provide information
on the progress in YBS lending activ-
ity since 2001, which was the first
year institutions reported their results
using the current definitions for
young, beginning, and small farm-
ers and ranchers. Table 4A contains
information on loans made in each
category during the year; table 4B
provides information on loans out-
standing at the end of 2013.

Loans and commitments to YBS
farmers include real estate loans and
short- and intermediate-term loans,
but do not include rural home loans.
In the percentages below, young,
beginning, and small farmer lending
is compared with all System lending
and commitments to farmers.

Young—In 2013, the System made

57,854 loans to young farmers—that
is, to those who are 35 years old or
younger—amounting to $8.3 billion.

During 2012, the System made 56,568
loans to young borrowers, total-

ing $8.8 billion. The loans made to
young borrowers in 2013 represented
16.3 percent of all farm loans the
System made during the year and
11.0 percent of the dollar volume

of loans made. The average size of
loans made to young farmers in 2013
decreased to $143,360 from $155,955
in 2012. At the end of 2013, the Sys-
tem had $23.8 billion in outstanding
loans to young farmers as compared
with $23.1 billion at the end of 2012.

Beginning—The System made 72,662
loans to beginning farmers—that is,
to those who have been farming for
10 years or less—amounting to $11.0
billion in 2013. During 2012, the
System made 69,213 loans, totaling
$11.5 billion, to beginning borrowers.
The loans made to beginning farmers
in 2013 represented 20.5 percent of
all farm loans made during the year
and 14.6 percent of the dollar volume
of loans made. The average size of
loans made decreased to $151,228 in
2013 from $165,655 in 2012. At the
end of 2013, the System had $37.0
billion in outstanding loans to begin-
ning farmers as compared with $35.7
billion at the end of 2012.

Small—FCS institutions made
142,357 loans, totaling $11.4 billion,
to small farmers (those with gross
annual sales of less than $250,000)

in 2013. By comparison, the System
made 143,039 loans, totaling $13.2
billion, to small farmers in 2012. The
loans made in 2013 to farmers in this

category represented 40.1 percent

of all farm loans made during the
year and 15.2 percent of the dollar
volume of loans made. The average
size of loans made fell to $80,310
from $92,147 in 2012. At the end of
2013, the System had $44.9 billion in
outstanding loans to small farmers
as compared with $44.1 billion at the
end of 2012.

The YBS information is reported
separately for each of the three YBS
borrower categories because the YBS
mission is focused on each borrower
group separately. Also, loans cannot
be added across categories because
some loans belong in more than one
category. If, for example, a borrower
is less than 35 years old, sells less
than $250,000 in farm products per
year, and has farmed for less than 10
years, the borrower’s loan would be
included in each category. Therefore,
adding the categories together would
produce a misleading measurement
of the System’s YBS lending involve-
ment.

YBS Borrowing Trends,
2001-2013

Figures 6A, 6B, and 6C show that,
under the definitions and reporting
requirements that became manda-
tory in 2001, the dollar volume of
System loans made to YBS producers
increased steadily until 2008. Since
then, lending trends have been less
consistent, particularly for the begin-
ning and small farmer categories.




Figures 6A, 6B, and 6C
Loans Made to, and Loans Outstanding for, YBS Farmers and Ranchers, 2001-2013
As of December 31
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Figure 6B
Beginning Farmers and Ranchers
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Small Farmers and Ranchers
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In 2013, the volume of new loans to
each YBS category declined as did
the volume of all new System farm
loans. However, because of slower
repayment rates, the dollar volume
of loans outstanding in each YBS cat-
egory, which had been relatively flat
prior to 2012, once again increased in
2013.

Figures 6A, 6B, and 6C also show
that the percentage of total new farm
loan volume going to all YBS catego-
ries continued to decline in 2013. In
the past year the share of total dollar
value of farm lending going to begin-
ning farmers fell to 14.6 percent, the
share to small farmers fell to 15.2
percent, and the share to young
farmers fell to 11.0 percent.

One of the main reasons for the
downward trend in the small farm-
ers’ share of the System’s total
lending volume is the growth in
farm incomes since the mid-2000s.
From 2005 to 2013, gross cash farm
income rose from $280 billion to an
estimated $445 billion—a 59 percent
increase. As a result of rising prices
and gross incomes, more farms now
have gross farm sales in excess of
$250,000 and therefore no longer
qualify as small farms. Citing a 41
percent increase in farm commodity
prices from 1995 (when the $250,000
threshold was defined) to 2010, the
USDA'’s Economic Research Service
raised its definition of a small farm

in 2013 to a threshold of $350,000 in
gross cash farm income.

Comparing the System’s YBS lend-
ing results with results reported by
other organizations is difficult. Other
Federal regulators do not require
reporting on young and beginning
farmer loans. Although large banks
are required to report on small farm
loans, they define small farm lending
by loan size and not by the bor-
rower’s annual sales (a loan of less
than $500,000 is considered a small
farm loan). In addition, because of
differences in data definitions and
data collection methods, annual YBS
data are not directly comparable with
Census of Agriculture data, which
are collected only once every five
years.

Assessing YBS Results for
Individual Associations

Factors Affecting Results from
One Institution to the Next

The results for individual associa-
tions reflect farmer demographics

in each institution’s territory and

the strength of each institution’s
YBS program. Differences between
farmer demographics make compari-
sons among individual associations
difficult. For example, one institu-
tion’s territory may have a larger
population of beginning farmers than
another institution’s territory. That is
why YBS regulations do not specify

fixed goals but, instead, require indi-
vidual institutions to set YBS targets
that are appropriate for their lending
territories. Other factors—such as the
competitiveness of the local lending
market and local economic condi-
tions—can also affect YBS results for
individual associations.

Individual YBS Results Versus the
System’s Average YBS Results

As a result of the factors described
above, YBS lending varies consider-
ably across FCS associations." Some
institutions may have a high number
or dollar volume of loans in one cat-
egory and be low in another, while
activity levels for other institutions
may be just the opposite. Activity
can vary considerably from one year
to the next, especially for institutions
with a small lending base. Outstand-
ing volumes and loan numbers are
more stable from one year to the
next, especially for larger institutions.

While the share of total outstanding
System farm loans made to young
farmers was 17.8 percent, this share
ranged from 5 percent to more than
25 percent at individual associations.
The ranges in the share of total out-
standing loans to beginning farm-
ers were even greater. Whereas 25.7
percent of the System’s total farm
loans outstanding were to beginning
farmers in 2013, this share ranged
across associations from as little as 13
percent to as much as 65 percent.

14. Beginning with 1999, specific YBS data by institution, by district, and for the System as a whole are available on FCA’s website at www.fca.gov under

the Consolidated Reporting System Reports.
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The ranges for the small farmer
category are greater still. In 2013,
49.3 percent of the System’s total
farm loans outstanding went to small
farmers, but the percentage for indi-
vidual associations ranged from less
than 13 percent to more than 87 per-
cent. For this YBS category, almost
half of all associations had lending
shares that exceeded the Systemwide
average.

While the share of total farm loan
numbers and loan volume that went
to YBS farmers generally declined
during 2013 for the System as a
whole, many associations did experi-
ence gains in the share of their total
farm lending to YBS groups. The
share of total new loans made in
2013 to beginning farmers rose in 58
percent of the associations, while the
share to young farmers and small
farmers rose in 52 percent and 45
percent of the associations, respec-
tively.

The share of total dollar volume
made in 2013 to YBS farmers showed
a similar pattern. Here, just under
half of the associations had positive
gains in the share of total dollar vol-
ume loaned to beginning and small
farmers, and over a third had posi-
tive gains in the share going to small.

YBS Programs

Delivering Credit Services

As a Government-sponsored enter-
prise with a statutory YBS mandate,
the FCS is in a unique position to
assist the next generation of Ameri-
can farmers, and System institutions
have developed and cultivated YBS
programs to provide this assistance.
Using such programs, System asso-
ciations may offer lower interest rates
and less stringent underwriting stan-
dards, such as higher loan-to-value
ratios or lower debt coverage require-
ments, to allow potential YBS bor-
rowers to qualify for loans. Associa-
tions also offer training via their YBS
programs to help these borrowers be
successful.

In 2013, System institutions used
the following methods to help them
make loans to young, beginning, or
small farmers.

¢ Interest rate concessions—offered
to young and beginning farmers
by 54 percent of associations, up
from 48 percent in 2012

* Exceptions to underwriting
standards—offered to young and
beginning farmers by approxi-
mately 60 percent of associations,
unchanged from 2012

® Concessionary loan fees—offered
to beginning farmers by 37 per-
cent of associations, up from 34
percent in 2012

* Loan covenants designed specifi-
cally for YBS borrowers—offered
to young and beginning farmers
by 17 percent of associations,
unchanged from 2012

As required by the Farm Credit Act,
System institutions coordinate their
YBS programs with other Govern-
ment programs whenever possible.
Several State and Federal programs
provide interest rate reductions,
guarantees, or loan participations for
YBS borrowers. By partnering with
these Government programs, FCS
institutions are able to better miti-
gate the credit risk to these borrow-
ers. In 2013, 29 percent of System
institutions used Government loan
participations for loans to young and
beginning borrowers, and 24 percent
used these participations for loans to
borrowers in the small category.

In 2013, System institutions contin-
ued to make use of guaranteed lend-
ing programs from Federal, State,
and local sources for YBS lending.
About two-thirds of associations indi-
cated they had obtained loan guaran-
tees for YBS loans made in 2013.

YBS Program Management

FCS institutions are using various
approaches and sources of informa-
tion to more effectively manage and
assess their YBS programs. In 2013,
around 41 percent of System asso-
ciations used YBS advisory commit-
tees to provide input on YBS-related
issues to their boards of directors.




Advisory committees were composed
of a variety of stakeholders—both
internal and external. In 2013, these
stakeholders consisted of the follow-

ing:

e Current YBS borrowers
(35 percent)

e Potential YBS borrowers
(17 percent)

e Association board members
(21 percent)

¢ Government organizations
(7 percent)

* Representatives from other ag-
related groups and organizations
(18 percent)

Approximately half of YBS advisory
committees provided input to their
institutions” board members annually,
with the other half providing input
more frequently.

In addition, in 2013, around one-
third of all associations linked YBS
performance criteria to the perfor-
mance evaluations of management or
lending staff.

Training, Outreach and Other
Services

System institutions offer a myriad

of opportunities to educate existing
and potential YBS borrowers. Sys-
tem associations offer online training
programs for YBS farmers, which

in some cases include a mentoring
component. Associations coordinate
with State and national agricultural
organizations and educational centers
to offer training and, in some cases,
provide funding to allow YBS bor-
rowers to attend training.

Examples of training opportunities
provided by System associations
include the following;:

Next Generation Program
AglLeadership Institute

¢ Emerging Entrepreneurs’ Confer-
ence

¢ Ag Biz Planner

e Farm Credit College seminars

* Young Farmer and Rancher
Executive Institute
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In 2013, System associations contin-
ued to be actively involved in mar-
keting to potential YBS borrowers.
Many associations attended or helped
sponsor local trade shows, fairs, and
training workshops specifically tar-
geting YBS borrowers.

Associations also continue to conduct
outreach and marketing activities in
partnership with State or national
young farmer groups, colleges of
agriculture, land grant extensions,
State or national cooperative associa-
tion leadership programs, and local
chapters of 4-H and of the National
FFA Organization. In addition, many
FCS associations provide financial
support for college scholarships and
for FFA, 4-H, and other agricultural
organizations.



Regulatory Policy and Approvals

As the regulator of the Farm Credit
System, we issue regulations, policy
statements, and other guidance to
ensure that the System, including its
banks, associations, Farmer Mac, and
other related entities, complies with
the law, operates in a safe and sound
manner, and efficiently carries out
its statutory mission. Our regulatory
philosophy is to provide a regula-
tory environment that enables the
System to safely and soundly offer
high-quality, reasonably priced credit
and related services to farmers and
ranchers, agricultural cooperatives,
rural residents, and other entities on
which farming depends.

We strive to develop balanced, well-
reasoned regulations whose benefits
outweigh their costs. With our regu-
lations, we seek to meet two general
objectives. The first is to enhance the
System’s relevance in the marketplace
and in rural America while ensuring
that System institutions comply with
the law and with the principles of
safety and soundness. The second is
to promote participation by member-
borrowers in the management, con-
trol, and ownership of their System
institutions.

Regulatory Activity in 2013

The following paragraphs describe
some of FCA’s regulatory efforts in
2013, along with several projects that
will remain active in 2014. Full text
for the items below is available on
the FCA website.

To access Board Policy Statements,
FCA Bookletters, and Informational
Memorandums, go to www.fca.gov/
law/guidance.html. To access pro-
posed rules and final rules whose
effective dates are pending, go to
www.fca.gov/law/pending.html and
select “FCA Pending Regulations and
Notices database.”

Governance

Advisory Vote—The FCA Board
adopted an interim final rule in
March 2014 to remove requirements
for a nonbinding, advisory vote on
compensation for an institution’s
chief executive officer or other senior
officers. Adoption of this rule effec-
tively nullified the petition from the
Farm Credit System requesting FCA
to repeal the advisory voting rule.

Standards of Conduct—The FCA
Board approved a proposed rule in
January 2014 that would modify the
standards of conduct regulations to
clarify the rules, strengthen responsi-
bility and accountability, require Sys-
tem institutions to establish a Code
of Ethics, and enhance the role of the
Standards of Conduct Official.

Guidelines for Requesting Certifi-
cates of Good Standing, Authentic-
ity, and Merger or Consolidation—
We issued an Informational Memo-
randum in January 2014 to System
institutions providing guidelines for
requesting certificates. The document
describes the types of certificates we
issue and explains how to submit
requests.

Unincorporated Business Entities —
The FCA Board adopted a final rule
in May 2013 that establishes a regula-
tory framework for the formation
of unincorporated business entities
organized under State law. In addi-
tion, we issued an Informational
Memorandum in July 2013 to pro-
vide guidance to System institutions
that invest in or organize unincor-
porated business entities to carry
out authorized business functions,
services or activities.

Compensation for 2014 —We issued
an Informational Memorandum in
February 2014 to communicate the
annual adjustment in the maximum
annual compensation payable to
FCS bank directors. The adjustment
reflects the change in the Consumer
Price Index.

Lending

Reports of Accounts and Expo-
sures—The FCA Board approved

a proposed rule in June 2013 and

a final rule in December 2013 to
establish a regulatory framework

for reporting System accounts and
exposures. We use these reports in
examining institutions and evaluating
risk.

Flood Insurance—The FCA Board
approved a proposed rule in Octo-
ber 2013 to amend our regulations
on flood insurance to conform to
the Biggert-Waters Flood Insurance
Reform Act of 2012.




Repeal of the Regulations Gov-
erning Registration of Mortgage
Loan Originators —The FCA Board
approved an interim final rule in
August 2013 that repealed our regu-
lations governing the registration of
residential mortgage loan originators
at System institutions.

Social Media: Consumer Compli-
ance Risk Management Guidance—
We issued an Informational Memo-
randum in April 2014 to provide
guidance to System institutions on
the applicability of Federal consumer
protection and compliance laws,
regulations, and policies to activities
conducted via social media.

Interagency Statement on the Impact
of Biggert-Waters Act—We issued
an Informational Memorandum

in March 2013 to inform financial
institutions that provisions related

to force-placement and civil money
penalties in the Biggert-Waters Flood
Insurance Reform Act of 2012 took
effect when the act was signed. The
Informational Memorandum also
informed institutions that the private
flood insurance and escrow provi-
sions of the act would not be effec-
tive until regulations were issued.

Loan Syndications and Assignment
Markets Study —We continued to
study loan syndications and assign-
ment markets to determine whether
our regulations should be modified
to reflect significant changes in the
markets.

Capital and Investments
Investments in Rural America,
Conclusion of Pilot Investment

Programs—The FCA Board adopted
a resolution in November 2013 to
withdraw the proposed rule on Rural
Community Investments and to con-
clude the pilot investment programs
on December 31, 2014. The proposed
rule had been published in the Fed-
eral Register (73 FR 33931) on June
16, 2008.

Liquidity and Funding—The FCA
Board approved a final rule in March
2013 to ensure that FCS funding

and liquidity requirements are safe,
sound, and appropriate.

Capital Requirements—The FCA
Board approved a proposed rule

in May 2014 to modify the regula-
tory capital requirements for System
banks and associations. The purpose
of the rule is to modernize capital
requirements while ensuring that
institutions continue to hold suffi-
cient regulatory capital to fulfill their
mission as a Government-sponsored
enterprise. The rule would ensure
that the System’s capital require-
ments are comparable to the Basel
I framework and the standardized
approach that the federal banking
regulatory agencies have adopted,
but would also recognize the coop-
erative structure and the organization
of the System.
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Farmer Mac

Farmer Mac Capital Planning—The
FCA Board approved a final rule to
revise capital requirements to place
more emphasis on the quality and
level of Farmer Mac’s capital base
and to promote best practices for
capital adequacy planning and stress
testing.

Farmer Mac Liquidity Manage-
ment—The FCA Board adopted

a final rule in October 2013 to
strengthen the management of liquid-
ity risk at Farmer Mac, improve

the quality of assets in its liquidity
reserves, and bolster its ability to
fund obligations and continue opera-
tions during market disruptions.

Farmer Mac Board Governance and
Standards of Conduct—The FCA
Board approved an advance notice
of proposed rulemaking in February
2014 to solicit comments on poss